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The  City  Services  Auditor  was  created  within  the  Controller's  Office  through  an  amendment  to  the 
City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F  to  the  City  Charter, 
the  City  Services  Auditor  has  broad  authority  for: 

•  Reporting  on  the  level  and  effectiveness  of  San  Francisco's  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

•  Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

•  Operating  a  whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
abuse  of  city  resources. 

•  Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits.  Financial 
audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide  reasonable 
assurance  about  whether  financial  statements  are  presented  fairly  in  all  material  aspects  in 
conformity  with  generally  accepted  accounting  principles.  Attestation  engagements  examine,  review, 
or  perform  procedures  on  a  broad  range  of  subjects  such  as  internal  controls;  compliance  with 
requirements  of  specified  laws,  regulations,  rules,  contracts,  or  grants;  and  the  reliability  of 
performance  measures.  Performance  audits  focus  primarily  on  assessment  of  city  services  and 
processes,  providing  recommendations  to  improve  department  operations. 

We  conduct  our  audits  in  accordance  with  the  Government  Auditing  Standards  published  by  the  U.S. 
Government  Accountability  Office  (GAO).  These  standards  require: 

•  Independence  of  audit  staff  and  the  audit  organization. 

•  Objectivity  of  the  auditors  performing  the  work. 

•  Competent  staff,  including  continuing  professional  education. 

•  Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 
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Vivian  Chu,  Associate  Auditor 
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Chairman,  Members,  and  Mr.  Ford: 

The  Controller's  Office,  City  Services  Auditor  (CSA),  presents  its  report  concerning  the  audit  of 
the  City  of  San  Francisco  Japan  Center  Garage  Corporation  (Japan  Center).  Japan  Center  has 
a  15-year  lease  agreement  with  the  City  and  County  of  San  Francisco  (City),  through  the  San 
Francisco  Municipal  Transportation  Agency  (MTA),  to  operate  the  two  garages  commonly 
known  as  the  Japan  Center  garage.  Japan  Center  contracted  with  Parking  Concepts,  Inc.  to 
manage  and  operate  the  garage  under  a  management  agreement.  As  established  in  San 
Francisco  Administrative  Code,  Chapter  17,  Section  17.8,  MTA  has  jurisdiction  and  control  over 
all  City-owned  parking  facilities  that  are  open  to  the  public. 

Reporting  Period:  May  1 ,  2007,  through  April  30,  2009 

Net  Parking  Revenues:  $5,833,509 


The  audit  found  that,  in  all  material  respects,  Japan  Center  correctly  reported  to  MTA  net 
parking  revenues  (gross  revenues  less  parking  taxes)  of  $5,833,509,  and  expenditures  of 
$3,363,999.  However,  the  audit  found  several  contract  and  other  compliance  issues,  including 
that  Japan  Center,  by  itself  or  through  its  operator: 

•  Inadequately  accounted  for  issued  tickets. 

•  Did  not  deposit  revenues  to  the  corresponding  bank  accounts  promptly. 

•  Offered  free  parking  without  written  authority  from  the  MTA. 

•  Pro-rated  monthly  fees  due  from  new  monthly  parking  customers,  contrary  to  the 
agreements  with  monthly  parkers. 

•  Did  not  record  the  dates  it  collected  monthly  parking  fees. 

•  Did  not  deactivate  monthly  access  cards  associated  with  expired  or  terminated 
agreements. 

•  Did  not  forfeit  some  card  deposits  within  a  reasonable  time  after  the  monthly  parking 
agreements  were  terminated. 

•  Had  no  written  policy  and  procedure  to  guide  its  employees  in  the  operation  of  the  garage. 

•  Has  a  subtenant  that  used  its  rented  storage  space  in  the  garage  for  food  preparation, 
which  is  inconsistent  with  the  storage  agreement  (sublease). 
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Results: 


The  responses  from  MTA  and  Japan  Center  are  attached  to  this  report.  The  Controller's  Office, 
City  Services  Auditor,  will  work  with  MTA  to  follow  up  on  the  status  of  the  recommendations 
made  in  this  report. 

Respectfully  submitted, 


Tonia  Lediju 
Director  of  Audits 

cc:  Mayor 

Board  of  Supervisors 
Budget  Analyst 
Civil  Grand  Jury 
Public  Library 
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INTRODUCTION 


Audit  Authority  In  addition  to  the  lease  provision  authorizing  the  City  and  its 

representatives  to  audit  all  accounts  and  records 
established  under  the  lease,  the  audit  team  conducted  this 
audit  under  the  authority  of  the  City  Charter  that  provides 
the  Office  of  the  Controller  (Controller),  City  Services 
Auditor  (CSA),  with  broad  authority  to  conduct  audits,  and 
pursuant  to  an  audit  plan  agreed  to  by  the  Controller  and 
the  San  Francisco  Municipal  Transportation  Agency  (MTA). 

Background  The  City  and  County  of  San  Francisco  (City)  has  a  15-year 

lease  agreement  with  the  City  of  San  Francisco  Japan 
Center  Garage  Corporation  ( Japan  Center)  dated  July  1 , 
2002.  The  lease  expires  on  July  1,  2017,  subject  to 
extension  for  another  15  years  at  the  sole  discretion  of  the 
City.  The  lease  provides  that  all  rights,  powers,  and 
privileges  under  the  lease  may  be  exercised  by  the 
executive  director  of  the  City's  Department  of  Parking  and 
Traffic  (DPT,  now  part  of  MTA),  while  the  Administrative 
Code,  Chapter  17,  Section  17.8,  gives  MTA  jurisdiction  and 
control  over  all  City-owned  parking  facilities  that  are  open  to 
the  public. 

Japan  Center  is  a  nonprofit,  public  benefit  corporation 
organized  to  assist  the  City  in  operating  the  City-owned,  off- 
street  parking  facilities  in  San  Francisco's  Japanese 
Cultural  and  Trade  Center.  These  facilities  are  the  main 
garage,  located  at  Geary  Street,  and  the  Fillmore  Street 
Annex.  Pursuant  to  its  lease,  Japan  Center  hired  Parking 
Concepts,  Incorporated,  (Parking  Concepts)  under  a 
management  agreement  to  manage  and  operate  the 
parking  of  vehicles  at  the  facilities  and  to  collect  all 
revenues  in  connection  with  the  operation  of  the  parking 
facilities.  Japan  Center  remits  to  the  City  all  revenues,  net 
of  operating  expenses.  Japan  Center  is  allowed  to  use  a 
capital  account,  from  which  Japan  Center's  costs  for  garage 
alterations  are  paid.  This  account's  balance  may  not  exceed 
$2,000,000.  Japan  Center  pays  all  operating  expenses  (i.e., 
salaries,  utilities,  etc.)  for  the  garage  by  submitting 
requisitions  that  the  City,  through  the  DPT  executive 
director  and  the  Controller,  approves  before  payment. 
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Scope  The  purpose  of  this  audit  was  to  determine  whether  Japan 

Center: 

•  Complied  with  the  reporting  and  payment  provisions  of 
its  lease  agreement  with  the  City. 

•  Reported,  and  correctly  remitted  to  MTA,  all  revenues 
collected  from  the  operation  of  the  Japan  Center 
garage. 

•  Reported  correctly  all  of  its  operating  expenses. 

The  audit  covered  the  period  May  1 ,  2007,  through  April  30, 
2009. 

Methodology  To  conduct  the  audit,  the  audit  team: 

•  Reviewed  the  applicable  terms  of  the  lease  agreement, 
and  the  management  agreement  between  Japan  Center 
and  Parking  Concepts. 

•  Assessed  Japan  Center's  internal  controls  and 
procedures  over  collecting,  recording,  summarizing,  and 
reporting  gross  revenues  and  expenditures. 

•  Determined  whether  Japan  Center  submitted  complete 
and  accurate  monthly  statements  to  report  accurate 
gross  revenues,  remitted  all  revenues  collected 
according  to  the  terms  of  the  lease  agreement,  and 
correctly  submitted  proprietary  and  operating 
expenditure  reports. 

•  Reviewed  whether  Japan  Center  and  Parking  Concepts 
complied  with  other  lease  and  management  agreement 
provisions. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  These 
standards  require  planning  and  performing  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  findings  and  conclusions  based  on  the 
audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a  reasonable  basis  for  findings  and  conclusions 
based  on  the  audit  objectives. 
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AUDIT  RESULTS 


Japan  Center  Garage 
Correctly  Reported 
Revenues  and 
Expenditures 


From  May  1 ,  2007,  through  April  30,  2009,  Japan  Center  in  all 
material  respects  correctly  reported  to  the  MTA  its  net  parking 
revenues  (gross  revenues  less  parking  taxes  remitted  to  the 
City)  of  $5,833,509  and  expenditures  of  $3,363,999.  However, 
we  found  several  contract  and  other  compliance  issues  as 
discussed  below.  The  exhibit  below  summarizes  Japan  Center's 
reported  revenues,  expenditures,  and  net  profit. 


^    i  f|  i  i  i  ! .  1  Japan  Center  Garage  Corporation  Reported  Revenues  and  Expenditures 

aH  £Htt  1  May  1,  2007,  through  April  30,  2009 

Reporting  Period 

Revenues 

Expenditures 

Net  Profit 
(Rev.  Less  Exp.) 

May  1 ,  2007,  through  April  30,  2008 

$2,836,541 

$1,686,261 

$1,150,280 

May  1 ,  2008,  through  April  30,  2009 

2,996,968 

1 ,677,738 

1,319,230 

Total 

$5,833,509 

$3,363,999 

$2,469,510 

Source:  MTA,  monthly  summary  reports. 


Parking  Concepts 
Does  Not  Properly 
Account  for  Issued 
Parking  Tickets 


Parking  Concepts,  operator  of  Japan  Center  garage,  does  not 
properly  account  for  the  parking  tickets  issued  daily.  When 
accounting  for  the  dispensed  tickets,  Parking  Concepts  deducts 
the  number  of  overnight  parkers,  which  is  based  on  a  count  its 
staff  conducts  nightly.  Because  this  count  includes  monthly 
parkers  who  did  not  take  parking  tickets,  it  incorrectly  reduces 
the  number  of  issued  tickets  to  be  accounted  for.  Parking 
Concepts'  management  agreement  with  Japan  Center  requires 
Parking  Concepts  to  collect  and  account  for  all  parking  tickets, 
and  to  include  in  reported  revenues  the  appropriate  charges  for 
tickets  that  are  unaccounted  for  in  each  daily  report.  According 
to  the  Japan  Center's  corporate  manager,  they  cannot  identify 
whether  the  cars  parked  overnight  are  transient  parkers  (those 
who  entered  by  taking  a  ticket),  or  monthly  parkers,  who  entered 
using  their  monthly  access  cards  and  did  not  take  a  ticket. 


Parking  Concepts  accounts  for  fewer  tickets  than  it  should 
because  it  subtracts  from  the  number  of  tickets  issued  each  day 
the  number  of  vehicles  parked  overnight  that  entered  the  garage 
with  a  monthly  access  card,  rather  than  taking  a  parking  ticket 
from  a  dispenser.  Because  of  this  practice,  daily  garage  records 
regularly  show  that  more  tickets  were  collected  than  issued.  For 
example,  on  four  sample  days  we  tested,  records  show  that  14 
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to  47  more  tickets  per  day  were  collected  than  dispensed.  To 
prevent  garage  records  from  showing  a  progressively  larger 
number  of  surplus  collected  tickets  each  month,  Japan  Center 
resets  to  zero  the  number  of  accumulated  tickets  at  the  end  of 
each  month.  This  practice  defeats  the  purpose  of  the  report, 
which  is  intended  to  reconcile  the  number  of  dispensed  and 
collected  tickets.  This  audit  could  not  determine  the  number  of 
overnight  parkers  who  did  not  take  a  parking  ticket,  or  the 
number  of  missing  tickets.  The  audit  is  also  unable  to  determine 
how  many  dispensed  tickets  were  unaccounted  for,  and,  thus, 
how  much,  if  any,  of  the  charges  for  tickets  that  were 
unaccounted  for  should  have  been  included  in  the  revenues 
submitted  to  the  City. 

Recommendations         MTA  should  require  Japan  Center  and  Parking  Concepts  to: 

1 .  Work  with  MTA  to  identify  a  way  to  determine  the  number  of 
overnight  parkers  that  hold  uncollected  tickets,  so  that  the 
number  of  issued  tickets  can  be  properly  accounted  for.  This 
could  be  arrived  at  by  subtracting  from  the  number  of 
vehicles  parked  in  the  garage  at  midnight  the  number  of 
vehicles  that  entered  the  garage  with  a  monthly  access  card 
and  have  not  yet  exited  (which  could  be  determined  if  the 
garage's  parking  control  system  were  programmed  to  do  so). 

2.  Determine  and  report  all  unaccounted-for  tickets,  if  any,  as 
lost  tickets  and  include  in  the  daily  revenues  the  value  of 
unaccounted  for  tickets  to  be  deposited  with  the  bank. 

Japan  Center  does  not  promptly  deposit  the  parking  fees 
collected  from  monthly  parkers.  The  lease  requires  Japan  Center 
to  establish  and  maintain  special  bank  accounts,  including  a 
revenue  account  and  revenue  tax  account.  The  lease  also 
requires  Japan  Center  to  deposit  to  the  revenue  account  all 
operating  revenues  collected,  and  to  deposit  all  parking  tax 
collections  to  the  revenue  tax  account.  The  lease  requires  that 
these  deposits  be  made  on  the  day  the  money  is  collected,  or 
the  next  banking  day  after  any  day  that  is  not  a  banking  day. 

The  City's  parking  tax  is  included  in  every  monthly  parking  fee 
collected.  Japan  Center  could  deposit  all  monthly  parking  fee 
payments  into  the  revenue  account,  and  then  transfer  the  tax 
portion  of  the  revenue  to  the  revenue  tax  account.  However, 
Japan  Center  has  chosen  not  to  do  so. 

Instead,  according  to  Japan  Center's  internal  auditor,  Japan 


Japan  Center  Does 
Not  Promptly 
Deposit  Monthly 
Parking  Fees 
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Center  purposely  holds  the  parking  fees  collected  in  cash  from 
monthly  parkers  before  depositing  these  fees.  Japan  Center  then 
deposits  this  cash  at  the  same  time  it  deposits  monthly  parking 
fees  paid  by  check,  especially  a  large  check  for  monthly  parking 
from  California  Pacific  Medical  Center.  All  checks  are  deposited 
to  the  revenue  account,  while  only  cash  is  deposited  to  the 
revenue  tax  account.  Only  cash  is  deposited  to  the  revenue  tax 
account  to  avoid  the  possibility  of  bounced  checks  causing  the 
account  to  accrue  bank  charges  that  could,  in  turn,  result  in  an 
account  balance  insufficient  to  pay  the  parking  tax  that  must  be 
prepaid  monthly  to  the  City  from  the  account. 


Although  Japan  Center  has  logical  reasons  for  the  way  it 
deposits  monthly  parking  fee  revenue,  delaying  cash  deposits 
violates  the  lease.  In  addition  to  being  required  by  the  lease, 
prompt  depositing  of  cash  is  a  standard  internal  control  in  any 
cash-collecting  operation.  Because  failure  to  deposit  revenues 
timely  is  a  material  breach  of  the  lease,  the  lease  allows  MTA  to 
require  that  Japan  Center  pay  interest  on  the  amounts  it  held  for 
the  length  of  time  it  held  them. 

Recommendation  3.  MTA  should  require  Japan  Center  to  promptly  deposit  all 

revenues  collected  or  pay  MTA  an  additional  amount  for  the 
interest  lost  by  not  depositing  revenues  as  required  by  the 
lease. 


Japan  Center  Allows 
Some  Personnel  to 
Park  for  Free 
Without  MTA 
Authorization 


Japan  Center  offers  free  parking  to  most  of  its  employees  and 
those  of  Parking  Concepts  without  MTA's  written  authorization. 
Japan  Center's  management  agreement  requires  Parking 
Concepts  to  charge  and  collect  the  daily  parking  rate  from  all 
daily  users  of  the  garage. 


Because  there  is  no  official  MTA  authorization  that  allows  free 
parking  at  the  garage,  it  cannot  be  determined  who,  if  anyone 
should  be  allowed  this  privilege. 


Recommendation 


Contrary  to  Its 
Agreement  With 
Monthly  Parkers, 
Japan  Center 
Prorates  Monthly 
Parking  Fees 


4.  The  MTA  should  ensure  that  its  Board  of  Directors  approves 
a  policy  that  states  who,  if  anyone,  should  be  allowed  to  park 
for  free  at  the  Japan  Center  Garage. 

Japan  Center  prorates  the  monthly  parking  fees  due  from  new 
monthly  parking  customers,  contrary  to  the  provision  of  its 
monthly  parking  agreement  that  states  there  shall  be  no  prorated 
charges.  According  to  the  garage  facility  manager,  Japan  Center 
usually  prorates  monthly  fees  to  encourage  new  customers  who 
will  be  parking  there  regularly  to  sign  a  monthly  agreement,  as 
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long  as  the  customer  keeps  the  agreement  for  a  full  month  after 
the  first  prorated  month.  However,  not  only  does  prorating  the 
initial  monthly  fee  violate  the  monthly  parking  agreement,  it 
results  in  a  loss  of  revenue  to  the  City. 


Recommendation 


MTA  should  require  Japan  Center  to  follow  the  prohibition  of 
prorated  fees  in  its  monthly  parking  agreement  or  authorize 
Japan  Center  to  delete  the  prohibition. 


Japan  Center  Does 
Not  Record  the  Date 
Monthly  Parking 
Payments  Are 
Received 


Japan  Center  does  not  keep  track  of  when  monthly  parking  fees 
have  been  received,  except  when  a  late  penalty  is  collected.  It  is 
a  good  business  practice  to  record  the  date  of  transactions, 
especially  when  there  is  a  deadline  for  payment  and  a  penalty  to 
be  imposed  for  late  payments.  According  to  Japan  Center's  staff, 
Japan  Center  only  records  the  date  the  collections  are  deposited 
with  the  bank,  and  relies  on  the  employee  who  collects  a  late 
payment  to  recognize  it  is  late  and  impose  the  late  fee.  Japan 
Center's  internal  auditor  stated  that  she  processes  payment 
information  on  the  fifth  of  each  month  to  credit  the  monthly 
parkers  who  paid  on  time,  and  deactivates  the  access  cards  of 
those  whose  payments  were  not  received  by  the  fifth  of  the 
month.  Without  records  of  when  payments  were  received,  the 
auditors  were  unable  to  determine  how  many  monthly  parking 
fees  were  paid  late,  and  whether  Japan  Center  collected  all  late 
fees  due. 


Recommendation 


MTA  should  require  Japan  Center  to  keep  complete  and 
accurate  transaction  records,  particularly  of  the  dates 
monthly  parking  payments  were  received.  These  dates  are 
needed  to  reliably  determine  when  monthly  parkers  should 
be  assessed  a  late  fee. 


Japan  Center  Did 
Not  Deactivate 
Monthly  Access 
Cards 


During  the  audit  period,  Japan  Center  did  not  deactivate  garage 
access  cards  surrendered  by  monthly  parkers  who  terminated 
their  parking  agreements. 

According  to  Japan  Center's  corporate  manager,  cards  returned 
by  parkers  after  termination  of  the  monthly  parking  agreement 
were  kept  in  a  locked  cabinet  to  prevent  unauthorized  use. 
Although  this  is  an  advisable  practice,  deactivating  these  cards 
in  the  parking  control  system  further  reduces  the  risk  of 
unauthorized  card  use.  Also,  if  returned  cards  are  not 
deactivated,  there  is  no  historical  record  of  the  card  in  the 
system  showing  when  it  was  taken  out  of  use  (deactivated)  and 
returned  to  use  (activated)  for  a  new  customer.  Such  a  record 
can  be  a  useful  control  and  provides  an  electronic  audit  trail  of 
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each  card.  After  this  was  brought  to  the  attention  of  Japan 
Center's  corporate  manager  during  the  audit,  he  stated  that 
returned  cards  will  now  be  deactivated. 


Recommendation 


Japan  Center  Did 
Not  Report  as 
Revenues  Unclaimed 
Card  Deposits 


7.  MTA  should  direct  Japan  Center  to  deactivate  garage  access 
cards  that  have  been  surrendered  upon  termination  of 
monthly  parking  agreements. 

Japan  Center  accumulated  and  held  longer  than  it  should  have 
$7,700  in  card  deposits  for  154  terminated  monthly  parking 
agreements.  These  154  agreements  were  cancelled  more  than 
three  months  before  October  31,  2009,  near  the  time  the 
auditors  tested  deposits  forfeited  by  customers.  In  accordance 
with  the  garage's  agreement  for  monthly  parking,  customers 
must  claim  deposit  refunds  within  ninety  days  (90)  from  the 
agreement's  termination  or  last  card  usage.  As  of  November  1 , 
2009,  Japan  Center  should  therefore  have  reported  to  MTA  as 
revenues  the  $7,700  in  deposits. 


Recommendations 


MTA  should  require  Japan  Center  to: 


8.  Report  as  revenues  to  MTA  the  $7,700  in  card  deposits  that 
were  unclaimed  for  over  three  months  as  of  November  1 , 
2009. 

9.  Use  the  90-day  refund  claim  provision  in  the  monthly  parking 
agreement  to  determine  whether  card  deposits  have  been 
forfeited  by  the  customer. 

10.  Report  forfeited  deposits  as  revenues  to  MTA  at  the  end  of 
each  month. 


Japan  Center  Has  No 
Policies  and 
Procedures  to  Guide 
Employees  on 
Garage  Operations 


Japan  Center  does  not  have  written  policies  and  procedures 
covering  the  garage's  operations.  Employees  at  the  garage 
include  Japan  Center's  corporate  manager,  Parking  Concepts' 
facility  manager,  assistant  facility  manager,  and  cashiers.  There 
are  no  written  policies  or  procedures  to  provide  guidance  to 
these  employees  on  how  to  do  their  jobs. 

Any  organization,  especially  one  that  handles  cash  and  operates 
in  conditions  in  which  safety  and  security  are  important,  should 
have  policies  and  procedures  for  its  employees  as  part  of  its 
internal  controls.  Employees  should  be  able  to  use  a  procedures 
manual  as  a  reference  when  they  have  questions  or  want  to 
learn  how  to  properly  perform  tasks.  Without  written  policies 
and  procedures  that  incorporate  adequate  internal 
control,  Japan  Center  is  at  greater  risk  of  fraud  and  loss  due 
to  mismanagement  or  employees  following  inappropriate 
practices. 
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Recommendation  1 1 .  MTA  should  require  Japan  Center  to  develop  a  written 

policies  and  procedures  manual  to  guide  employees  on 
garage  operations. 


A  Garage  Subtenant 
Used  Rented  Storage 
Space  to  Prepare 
Food 


The  audit  team  observed  a  storage  space  near  the  Post  Street 
entrance  being  used  for  food  preparation.  The  corporate 
manager  stated  that  the  storage  space  was  rented  to  a 
restaurant.  The  storage  agreement  between  Japan  Center  and 
the  restaurant  for  the  space  does  not  list  food  preparation  as  one 
of  the  allowed  uses.  The  use  of  the  storage  space  for  food 
preparation  not  only  violates  the  storage  agreement,  but  may 
violate  the  City's  health  code. 


Recommendation 


12.  MTA  should  require  Japan  Center  to  instruct  its  subtenants 
that  food  handling  and  preparation  is  not  an  allowed  use  of 
the  storage  spaces. 
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ATTACHMENT  A:  MTA'S  RESPONSE 


SF 


Jeirylea  |  VriCB-Oiaiiman 
CamaKxi  Beach  |  Director 
Malcolm  Hsintcle  I  Director 
SrjceOka  I  Director 

Natfianiei  P.  fed  S>  I  Executive  Di^ctcr.-CEO 


May  13,  2010 


Ms.  Tonia  Lediju 

Audits  Director 

Office  of  the  Controller 

City  Hall.  Room  477 

1  Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA  94102 

Dear  Ms.  Lediju; 

We  appreciate  the  opportunity  to  review  the  draft  audit  report  concerning  the  Japan 
Center  Garage  currently  managed  by  Parking  Concepts,  Inc.  Attached  is  the  completed 
Audit  Recommendation  and  Response  Form  which  is  the  basis  of  our  written  response 
for  inclusion  in  the  final  audit  report 

If  you  have  questions  or  need  additional  information  regarding  the  attachment,  please 
contact  Am  it  Kothan  at  415.701 .4462  or  by  e-mail  at  amit.kpthari@stmta.corn. 


Executive  Director/CEO 
Attachment 


1  4430  |  www.sfmfa.com 
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ATTACHMENT  B:  JAPAN  CENTER'S  RESPONSE 


Umril  .il  Pir.'i:li_irs 


Jerry  Ono 

1'residenl 

KatHryn  Netstn 

lice  President 

Ryan  Klmura 

T vasnrer 

Reggie  I'ettus 

Secretary 

Derek  Run. terns 

Member 

llagen  Choi 

Member 

Emily  Mitra 

Member 

June-ko  Sakaaawa 

Member 

Steve  Nakajo 
i  tember 

John  rVoguchi 

Member 

Floyd  Trammel/,  Jr. 

Member 


CITY  OF  SAN  FRANCISCO 

JAPAN  CENTER  GARAGE  CORPORATION 


June  7.  2010 


I  onia  Lediju,  Director  of  Audits 
City  Services  Auditor 
Office  of  the  Controller 
City  Hall  Room  476 
1  Dr.  Carlton  B.  Goodlctt  Place 
San  Francisco,  CA  94102 

RE:  CITY  CONTROLLER'S  DRAFT  AUDIT  REPORT 

Dear  Ms.  Lediju: 

Attached  herewith  is  the  City  of  San  Francisco  Japan  Center  Garage  Corporation 
response  to  City  Controller's  Audit  report  dated  May  17,  2010. 

On  behalf  of  the  board  of  directors,  we  thank  you  for  the  opportunity  to  respond 
to  your  draft  audit  report. 

If  you  have  any  questions,  please  feel  free  to  contact  me. 
SmeefeTv; 


,  srry 

'Board  President 

cc:  JCGC  Board  of  Directors 
Kent  Hon,  Legal  Counsel 
Ulakko,  Odenberg  and  Muranishi,  CPA 

Attachments  -  City  Controller's  Draft  Report  Attachment  B 


1610  Geary  Boulevard 
San  Francisco,  CA  941  IS 
Tel  (4 IS)  567-4573 
Fax  14 IS)  567-1004 
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CITY  AUDIT  RESULTS 

Japan  Center  Garage  Correctly  Reported  Revenues  and  Expenditures 

CITY  RECOMMENDATION 

None 

JCGC  RESPONSE 

As  responsible  stewards  chosen  by  the  City,  the  City  of  San  Francisco  Japan 
Center  Garage  Corporation  (JCGC)  has  always  assured  the  correct  and  accurate 
reporting  of  all  revenues  and  expenditures  in  compliance  with  the  Lease 
agreement,  and  has  always  acted  reasonably  in  every  regard.  JCGC  has  not 
intentionally,  or  in  any  other  way,  shape  or  manner,  acted  unreasonably  in  any 
regard  and  has  always  performed  within  the  intent  to  benefit  the  public  and  City 
while  complying  with  State  and  local  ordinances. 


CITY  AUDIT  RESULTS 

Parking  Concepts  Does  Not  Properly  Account  for  Issued  Parking  Tickets 

CITY  RECOMMENDATION 

(VITA  Should  require  Japan  Center  and  Parking  Concepts  to: 

1 .  Work  with  MTA  to  identify  a  way  to  determine  the  number  of  overnight  parkers 
that  hold  uncollected  tickets,  so  that  the  number  of  issued  tickets  can  be 
properly  accounted  for.  This  could  be  arrived  at  by  subtracting  from  the 
number  of  vehicles  parked  in  the  garage  at  midnight  the  number  of  vehicles 
that  entered  the  garage  with  a  monthly  access  card  and  have  not  yet  exited 
(which  could  be  determined  if  the  garage's  parking  control  system  were 
programmed  to  do  so). 

2.  Determine  and  report  all  unaccounted  for  tickets,  if  any,  as  lost  tickets  and 
include  in  the  daily  revenues,  the  value  of  unaccounted  for  tickets  to  be 
deposited  with  the  bank. 

JCGC  RESPONSE 

Parking  Concepts  and  security  guard  service  performs  overnight  inventory  of  all 
vehicles  parked  inside  the  garage  at  a  predetermined  time.  Included  in  that 
overnight  inventory  are  monthly  parking  vehicles.  Since  there  is  nothing  on 
vehicles  that  identifies  them  as  a  monthly  vehicle,  they  are  included  in  the  count. 
JCGC  takes  the  starting  ticket  number  and  the  ending  ticket  number,  provided  by 
the  operator,  to  obtain  the  total  number  of  tickets  issued  for  that  day.  The 
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overnight  vehicles  are  subtracted  from  the  total  which  includes  monthly  vehicles. 

JCGC  developed,  formulated,  and  designed  this  practice  in  conjunction  with  and 
cooperation  with  past  administrations  and  the  Parking  Authority  over  time.  This 
method  has  been  accepted  by  prior  City  Controller's  audits  and  is  an  adopted 
practice  from  the  former  parking  corporation.  To  our  knowledge,  this  method  has 
not  resulted  in  any  lost  revenue  for  JCGC  and  the  City  Since  JCGC  cannot 
generate  past  reports  from  the  Parking  Access  and  Revenue  Control  System 
(PARCS),  JCGC  has  requested  this  command  from  PARCS  provider.  However, 
under  Article  22,  garage  operators  and  non-profit  parking  corporations  cannot 
request  this  report  which  must  be  initiated  by  the  City. 

JCGC  shall  work  with  Parking  Concepts  and  MTA  to  have  PARCS  provider 
automatically  or,  on  command,  to  provide  monthly  card  holders  in  Lot"  report  at  a 
predetermined  time  (i.e.  4:00  a.m.  -  Main  and  2:00  a.m.  -  Annex)  after  the 
garages  have  closed.  The  number  of  tickets  issued  shall  be  compared  to  the 
number  of  cars  inside  lot  deducting  the  number  of  monthly  parkers  and  any  tickets 
collected  during  closed  hours  to  obtain  true  total  of  outstanding  tickets.  The  ticket 
counts  will  be  cumulatively  recorded  each  month  in  the  JCGC  Analysis  of 
Revenue.  Under  the  Parking  Facility  Operation  and  Management  Regulations, 
Section  3.1  (a)(i)  through  (iv),  any  outstanding  tickets  shall  be  assessed  to  the 
garage  operator.  MTA  shall  prescribe  to  JCGC  the  time  frame  and  formula  for 
settlement  of  outstanding  tickets  to  operator. 


CITY  AUDIT  RESULT 

Japan  Center  Does  Not  Promptly  Deposit  Monthly  Parking  Fees 

CITY  RECOMMENDATION 

3.  MTA  should  require  Japan  Center  to  promptly  deposit  all  revenues  collected  or 
pay  MTA  an  additional  amount  for  the  interest  lost  by  not  depositing  revenues 
as  required  by  the  lease. 

JCGC  RESPONSE 

JCGC  strongly  disagrees  with  audit  result  that  JCGC  does  not  promptly  deposit  the 
Monthly  Parking  Fees.  JCGC  developed,  formulated,  and  designed  the  current 
practice  in  conjunction  with,  and  cooperation  with,  past  administrations  and  the 
Parking  Authority  to  satisfy  payments  for  the  parking  tax.  When  the  Japan  Center 
Garage  first  received  the  large  California  Pacific  Medical  Center  (CPMC) 
receivable,  Japan  Center  did  not  have  enough  cash  revenue  from  its  daily 
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collections  to  satisfy  the  parking  tax.  In  accordance  with  Lease  provisions  JCGC 
has  a  separate  account  to  pay  the  parking  tax.  The  reason  why  JCGC  initially 
began  holding  cash  monthly  payments  is  because  the  parking  tax  should  be 
fulfilled  in  cash  rather  than  in  checks  to  avoid  a  potential  insufficient  funds  check 
leaving  the  parking  tax  account  short  of  funds  to  appropriately  pay  the  parking  tax. 
JCGC  discussed  this  with  the  Parking  Authority,  who  accepted  this  method.  This 
method  was  also  accepted  in  past  City  Controller's  audits,  without  any  further 
recommendation  from  the  Controller,  to  avoid  potential  late  payment  penalties, 
interests  and  possible  default. 

Moreover,  to  avoid  large  variances  in  monthly  parking  revenue  report,  JCGC  holds 
monthly  parking  checks,  (i.e.,  pay  in  advance),  until  the  new  month  has  arrived. 
For  example,  if  JCGC  receives  a  sizable  number  of  monthlies  or  CPMC's  large 
receivable  paid  in  current  month  for  the  following  month,  the  report  for  the  new 
month  would  be  distorted  which  would  generate  inquiries  for  the  large  variances. 
JCGC  staff  is  made  well  aware  of  payment  cut-off  date  for  late  charges  when  paid 
after  the  5th  day  of  each  month.  It  is  also  JCGC's  understanding  that  some 
monthly  accounts  will  post  date  checks  for  end  of  current  month  towards  payment 
of  new  month  because  they  will  be  out  of  town  or  their  pay  day  falls  on  the  end  of 
the  month  to  avoid  paying  the  late  payment  penalty. 

As  the  audit  result  states,  the  method  to  satisfy  the  parking  tax  requirement  is 
logical  and  has  been  previously  accepted  by  the  Parking  Authority  and  City 
Controller's  Office.  As  such,  it  does  not  constitute  a  material  breach  of  the  lease. 
Nonetheless,  JCGC  is  currently  exploring  on  line  banking  services  to  satisfy  the 
parking  tax  requirement  from  the  revenue  account  which  would  eliminate  the 
practice  of  holding  monthly  parking  fees.  JCGC  will  work  with  SFMTA  and  Parking 
Concepts  to  develop  a  satisfactory  method  to  resolve  this  matter. 


CITY  AUDIT  RESULT 

Japan  Center  Allows  Some  Personnel  to  Park  for  Free  Without  MTA  Authorization 

CITY  RECOMMENDATION 

4.  The  MTA  should  ensure  that  its  Board  of  Directors  approves  a  policy  that  states 
who,  if  anyone  should  be  allowed  to  park  for  free  at  the  Japan  Center  Garage. 

JCGC  RESPONSE 

Historically,  the  issuance  of  free  parking  is  industry  standard  for  employees,  and  is 
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further  mentioned  in  the  General  Provisions  of  the  Bargaining 
Agreement  under  Section  20.  There  are  also  safety  issues  with  regard  to 
employees,  i.e.  forced  to  take  public  transit  at  early  morning  or  late  night  hours. 
Currently,  MTA  has  recently  adopted  a  policy  eliminating  free  parking  in  its  entirety 
Accordingly,  JCGC  has  ceased  free  parking  for  personnel. 


CITY  AUDIT  RESULTS 

Contrary  to  its  Agreement  With  Monthly  Parkers,  Japan  Center  Prorates  Monthly 
Parking  Fees 

CITY  RECOMMENDATION 

5.  MTA  should  require  Japan  Center  to  follow  the  prohibition  of  prorated  fees  in  its 
monthly  parking  agreement  or  authorize  Japan  Center  to  delete  the  prohibition. 

JCGC  RESPONSE 

For  the  reason  that  monthly  customers  began  demanding  refunds  for  cancellations 
during  mid-month,  Parking  Concepts  recently  added  the  No  Prorated  Charges 
language  on  the  Monthly  Parking  Agreement. 

In  past  practices,  as  an  inducement  to  attract  monthly  parkers  to  pay  and  park 
immediately,  JCGC  allowed  new  monthly  parkers  to  pay  a  prorated  initial  month, 
rather  than  wait  for  the  first  of  the  next  month.  The  net  effect  was  increased 
revenue  for  JCGC  and  the  City.  This  practice  was  developed,  formulated,  and 
designed  over  time  in  conjunction  with  and  cooperation  with  past  administrations 
and  the  Parking  Authority.  Past  audits  by  the  Controller's  Office  found  no  fault  or 
liability  with  this  method  and  practice. 

Effective  May  3,  2010,  JCGC  has  eliminated  proration  of  monthly  parking  fees. 
Customers  are  now  given  the  option  to  pay  the  full  monthly  parking  rate  or  wait 
until  the  ensuing  month  to  activate  account.  All  monthly  parking  accounts  are 
based  on  a  calendar  month. 

Since  eliminating  prorated  monthly  parking,  Japan  Center  Garage  has  lost 
potential  monthly  parking  customers  to  competing  garages,  resulting  in  lost 
revenue  to  JCGC  and  the  City.  In  order  to  avoid  potential  further  loss  in  revenue, 
JCGC  will  work  with  SFMTA  and  Parking  Concepts  to  develop  a  satisfactory 
method  to  resolve  this  matter. 
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CITY  AUDIT  RESULT 

Japan  Center  Does  Not  Record  the  Date  Monthly  Parking  Payments  Are  Received 

CITY  RECOMMENDATION 

6.  MTA  should  require  Japan  Center  to  keep  complete  and  accurate  transaction 
records,  particularly  of  the  dates  monthly  parking  payments  were  received. 
These  dates  are  needed  to  reliably  determine  when  monthly  parkers  should  be 
assessed  a  late  fee. 

JCGC  RESPONSE 

In  addition  to  holding  checks  to  satisfy  the  parking  tax  requirement,  JCGC  holds 
some  monthly  parking  payments  until  the  new  month  has  arrived.  Payments 
collected  prior  to  subsequent  month  are  deposited  on  the  first  or  before  the  5th 
business  day  of  each  new  month.  When  payments  are  received  after  the  5th 
business  day,  the  operator  is  required  to  assess  the  late  payment  fee.  If  payments 
were  recorded  and  deposited  when  they  are  received  and  are  not  the  payment  for 
that  particular  month,  the  payment  would  be  questioned  as  to  why  there  was  no 
assessment  of  late  payment  fee. 

It  is  also  JCGC's  understanding  that  some  monthly  accounts  will  post  date  checks 
for  end  of  current  month  towards  payment  of  new  month  because  they  will  be  out 
of  town  or  their  pay  day  falls  on  the  end  of  the  month  to  avoid  paying  the  late 
payment  penalty.  JCGC  developed,  formulated,  and  designed  this  practice  in 
conjunction  with  and  cooperation  with  past  administrations  and  the  Parking 
Authority.  This  practice  was  accepted  in  previous  City  Controller's  Office  audits. 
JCGC  will  work  with  SFMTA  and  Parking  Concepts  to  develop  a  satisfactory 
method  to  resolve  this  matter. 


CITY  AUDIT  RESULTS 

Japan  Center  Did  Not  Deactivate  Monthly  Access  Cards 

CITY  RECOMMENDATION 

7.  MTA  should  direct  Japan  Center  to  deactivate  garage  access  cards  that  have 
been  surrendered  upon  termination  of  monthly  parking  agreements. 

JCGC  RESPONSE 

JCGC  maintains  canceled  monthly  access  cards  under  lock  and  key  in  its 
administrative  office  with  limited  access.  JCGC  conducts  routine  inventory  of 
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cards  which  has  been  accepted  by  the  City  Controller's  Office's  previous  audit. 
To  our  knowledge  this  practice  has  not  resulted  in  any  loss  in  revenue  to  JCGC 
or  City.  However,  pursuant  to  a  discussion  with  City  Controller's  Office,  we  have 
now  adopted  the  practice  to  invalidate  the  cards  upon  cancellation  in  addition,  to 
maintaining  their  security  and  inventory.  JCGC  will  work  with  SFMTA  and 
Parking  Concepts  to  develop  a  satisfactory  method  to  resolve  this  matter. 


CITY  AUDIT  RESULTS 

Japan  Center  Did  Not  Report  as  Revenues  Unclaimed  Card  Deposits 

CITY  RECOMMENDATION 

MTA  should  require  Japan  Center  to: 

8.  Report  revenues  to  MTA  the  $7,700  in  card  deposits  that  were  unclaimed  for 
over  three  months  as  of  November  1,  2009. 

9.  Use  the  90-day  refund  claim  provision  in  the  monthly  parking  agreement  to 
determine  whether  card  deposits  have  been  forfeited  by  the  customer. 

10.  Report  forfeited  deposits  as  revenues  to  MTA  at  the  end  of  each  month. 

JCGC  RESPONSE 

Although  the  monthly  parking  agreement  states  a  deposit  refund  policy,  there  are  no 
prior  instructions  on  when  the  deposits  are  to  be  reclassified  as  revenue.  JCGC 
relies  on  its  Certified  Public  Accountants  yea  rend  audit  report  for  balancing  card 
deposits  and  their  recommendations  for  the  transfer  of  unclaimed  card  deposits  as 
revenue.  JCGC  developed,  formulated,  and  designed  this  practice  in  conjunction 
with  and  cooperation  with  past  administrations  and  the  Parking  Authority.  This 
practice  was  accepted  during  a  previous  audit  performed  by  the  City  Controller's 
Office. 

MTA  recently  adopted  a  policy  eliminating  the  monthly  card  deposit.  JCGC  now 
charges  a  onetime  card  activation  fee.  Current  card  deposits  are  being  promptly 
returned  to  their  respectful  monthly  card  holder,  thus  rendering  this  issue  moot. 


CITY  AUDIT  RESULTS 

Japan  Center  Has  No  Policies  and  Procedures  to  Guide  Employees  on  Garage 
Operations 

CITY  RECOMMENDATION 

11.  MTA  should  require  Japan  Center  to  develop  a  written  policies  and  procedures 
manual  to  guide  employees  on  garage  operations. 
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JCGC  RESPONSE 

Parking  Concepts  has  an  Employee  Manual  and  Standard  Operating  Procedures  for 
Japan  Center  which  JCGC  instructed  Parking  Concepts  facilities  manager  to  provide 
to  audit  team.  Since  there  was  no  follow  up  request,  JCGC  assumed  that  this 
request  had  been  satisfied. 

In  addition,  in  compliance  with  the  Lease,  JCGC  conducts  an  annual  year-end  audit 
in  which  the  garage  operations  and  cash  handling  policies  and  procedures  are 
demonstrated  and  reviewed  by  the  independent  accounting  firm.  Any  weaknesses 
in  these  policies  and  procedures  are  reported  in  the  year-end  audited  financial 
statement  report  and  in  the  management  recommendations  letter  to  the  JCGC  board 
of  directors.  JCGC  will  work  with  SFMTA  and  Parking  Concepts  to  develop  a 
satisfactory  method  to  resolve  this  matter. 


CITY  AUDIT  RESULTS 

A  Garage  Subtenant  Used  Rented  Storage  Space  to  Prepare  Food 

CITY  RECOMMENDATION 

12.MTA  should  require  Japan  Center  to  instruct  its  subtenants  that  food  handling 
and  preparation  is  not  allowed  use  of  storage  space. 

JCGC  RESPONSE 

JCGC  inherited  the  tenant  from  the  former  parking  corporation.  The  former  parking 
corporation  leased  the  storage  space  to  a  former  Japan  Center  mall  owner  who  then 
sublet  the  space  to  a  restaurant.  With  respect  to  the  audit  concern  over  health 
violations,  the  tenant  advised  that  he  sought  and  obtained  approvals  from  the  Health 
Department  for  food  preparation. 

This  condition  existed  during  previous  City  Controller's  audit  and  accepted  by  the 
Parking  Authority.  Upon  receiving  MTA  instructions,  JCGC  has  notified  tenant  to 
cease  food  preparation  operations  within  the  garage  storage  space  and  have 
informed  the  operator  to  enforce  the  storage  space  agreement. 
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